Charity giving continues to be an important aspect of the economic and social fabric of the United States. The number and total assets of nonprofits registered with the Internal Revenue Service (IRS) under the section 501(c)(3) of the tax code have grown significantly over the past decade. Given the significant share of donations in supporting the activities of nonprofits, it is important for donors to have a better understanding of their operations and governance. As the number of nonprofits with similar objectives increases, it becomes overly complicated for donors to make a choice that is consistent with their own purpose for giving. The goal of this paper is to develop an analytic framework for selecting a nonprofit from among competing alternatives. Specifically, we propose a process in which consultants or financial advisors help donors evaluate nonprofits using a set of financial and governance criteria to generate a ranked short list of alternatives for further evaluation. Donors differ in their criteria for evaluating the performance of nonprofits. The methodology we use allows donors to incorporate their preferences for specific criteria to the selection of a nonprofit in a consistent manner.
Introduction
The dollar value of donations in the United States have increased significantly in recent years and the number of nonprofit organizations (NPOs) is growing at a rapid pace. As the number and variety of NPOs increase, donors face a growing problem when selecting specific nonprofits to allocate their donations. In this study, we provide a framework for evaluating nonprofits based on a given set of financial and governance criteria. Our framework is based on the Analytic Hierarchy Process (AHP), which is a widely used tool for solving multi-attribute decision problems. Given that the evaluation of the financial and operating performance of a nonprofit involves measurements based on multiple criteria, it can be difficult for a donor to decide which nonprofit attains the most desirable performance characteristics. By using the AHP framework, donors can rank nonprofits based on the relative importance they assign to each financial and governance quality criterion. An important contribution of the AHP methodology is that it ensures consistency in the determination of the relative importance of the criteria.
In the following section, we review the current developments in the nonprofit sector and discuss the different stages of donor engagement in the giving process. In sections 3 and 4, we explain the AHP and present an example in which our model provides a hypothetical donor with a ranking of suitable nonprofits based on their financial and governance characteristics. Section 5 concludes. Donors face a growing problem when deciding on how to allocate their donations because the number of nonprofits is increasing significantly. In 1982 there were some 793 thousand NPOs, while currently the number is estimated to be over 1.4 million (National Center for Charitable Statistics, 2007) . As the number and size of the nonprofits grow, the sector is becoming more important to society. Close to half a million of all NPOs are filing Form 990 with the IRS in the United States, and the filing NPOs hold close to $3 billion in assets and have annual revenues of over $1.3 billion.
Nonprofits in the United
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The nonprofit sector accounts for 5.2 percent of gross domestic product (GDP) and 8.3 percent of wages and salaries paid in the United States.
The combination of growth in donations and in donation options has given rise to a new cottage industry of watchdog organizations and "consultants" whose jobs are to help donors make a better decision and to provide oversight to the sector as a whole.
Two popular organizations, Guidestar and Charity Navigator have dealt with this issue using available financial information from IRS forms 990. For example, Charity Navigator provides potential donors and the general public with a rating (not a ranking) that measures nonprofits in two broad categories of financial health: organizational efficiency and organizational capacity. This approach has been criticized because it largely ignores any output measure that is not expressed in dollars. Practitioners claim that any measure that does not directly account for output (lives changed, lunches served, trees planted) will be meaningless both to donors and scholars. One particular problem in the field is that mission statements for nonprofits could be vague and have no cross sectional common denominator. For example while a children's museum and a foster care agency both have children at the center of their missions, they would have very different metrics. Most NPOs generate their own metrics to convey their message to their respective constituencies. However, the specificity of their metrics renders cross sectional comparisons impossible.
According to Remmer (2000) , there are three donor stages. In the first stage, the donor is willing to make gifts if asked, but is basically passive; philanthropy is not a big part of his/her life. They label this donor as "dormant". Most new and emerging donors or would-be-donors fall into this category. In the second stage, the donor is more connected to giving and may have established a management vehicle, for example, a donor advised fund or even a foundation. They label this donor as "engaged". Most such donors are not yet thinking strategically, and they are only beginning to be pro-active. In the last stage, philanthropy has become a major part of this donor's life and; he or she is committed to making a difference. This donor is an active learner and her giving is the closest analog to professional philanthropy. They label this donor as "committed". Regardless of their stage or level of engagement in the giving process, donors would benefit from the help consultants can provide such as access to information or expertise in due diligence. For example, a recent survey shows that clients expect financial advisors to play an increasingly important role in their charitable planning and giving (Penton Research, 2007) .
As the growing number and variety of nonprofits make it difficult to select a specific nonprofit from among competing alternatives, it would be beneficial for donors to follow a process in which they first reduce the field of nonprofits by using comparable financial and governance data, and then, they make a specific selection by evaluating the impact of the nonprofits in the short list. We propose that consultants or financial advisors can facilitate the initial phase of this process where they use publicly available information derived from the tax filings to compare a group of nonprofits based on their financial and governance characteristics.
The AHP
The AHP, which was developed by Saaty (1980) , is a decision-making tool that helps solve complex multi-attribute problems. It facilitates ranking a set of competing alternatives based on specific evaluation criteria, and it has been applied to a variety of problems in a diverse set of disciplines, such as selecting a project (Johnson and Hihn, 1980) , selecting a microcomputer (Arbel and Seidmann, 1984) , determining investor suitability (Bolster, Janjigian, and Trahan, 1995) , selecting mutual funds (Saraoglu and Detzler, 2002) , assigning sovereign debt ratings (Johnson, Srinivasan and Bolster, 1990) , selecting a life insurance contract (Puelz, 1991) , selecting public relations firms (Hsu, 2006 ), deciding on library acquisitions (Uzoka and Ijatuyi, 2005) , and selecting sites for wildlife management (Thatcher, Van Manen, and Clark, 2006) .
Comparison of financial and governance characteristics of nonprofits and making a choice based on a set of performance criteria are typical multi-attribute decision-making problems that can be solved using the AHP framework. In the following section, we describe a process in which consultants or financial advisors help donors select a nonprofit. We also provide an example that explains how the AHP can facilitate generating a ranked short list of nonprofits based on their financial and governance characteristics.
Evaluating Nonprofits Using the AHP
Selection of a specific nonprofit for giving is a complex process as it involves a choice from a large number of alternatives and requires due diligence work based on a wide variety of information. Given this complexity, donors and their consultants can benefit from a framework that facilitates an efficient and effective evaluation process. In fact, the study by Penton Research (2007) , which concludes that financial advisors face challenges in providing the level of charitable giving assistance that their clients expect, supports further the potential benefits of such a framework. We propose a process in which the nonprofit selection is implemented in three phases: (1) selecting a cause for giving, (2) ranking nonprofits in the selected category, and (3) selecting a nonprofit from the ranked short list of nonprofits. Table 1 provides a detailed list of activities involved in the proposed nonprofit selection process.
In the first phase donor selects a nonprofit category that reflects a specific cause for giving. For the purposes of our example we assume that the hypothetical donor has selected to give to temporary homeless shelters. The second phase involves using the AHP to obtain a ranking of the nonprofits in the selected category based on publicly available financial and governance information. The AHP represents a given decision problem in a hierarchical structure, which typically includes three levels: the overall objective of the decision, the assessment criteria, and the competing alternatives. Figure   1 illustrates the hierarchy of evaluating the financial and governance characteristics of competing nonprofits for a hypothetical donor. In this case, the overall objective is to provide a donor with a ranked list of suitable nonprofits whose performance characteristics are in line with the donor's preferences. The assessment criteria are the different measures of operating and governance quality, and the set of nonprofits includes the competing alternatives of temporary homeless shelters.
We propose commitment to mission, administrative efficiency, governance quality, sustainability of activities, and sustainable community impact as the criteria to evaluate nonprofits. As donors may assign different importance weights to each criterion based on their preferences, it is important for them to determine the relative importance of the evaluation criteria using pairwise comparisons. Table 2 illustrates a pairwise comparison scale typically used in the AHP. A prospective donor can make the pairwise comparisons by answering a questionnaire, which can be prepared for a specific nonprofit category. Given that our example proposes five evaluation criteria, the donor must make ten pairwise comparisons. The appendix includes a sample questionnaire and responses from a hypothetical donor. We present the preferences of the hypothetical donor in a matrix format in Table 3 Panel A. In this example, comparing commitment to mission to administrative efficiency (row 1, column 2 of the matrix), the donor assigns a preference score of 7, indicating that he or she places a higher importance on commitment to mission as a criterion to evaluate a nonprofit. The donor also considers commitment to mission as more important compared to governance quality, and assigns it a preference score of 5.
It is possible that a donor's pairwise comparisons may contain inconsistencies.
For example, suppose the donor ranks commitment to mission as more important than administrative efficiency. Suppose also that the donor also sees administrative efficiency more important than governance quality. If the same donor then indicates that governance quality is more important than commitment to mission, then he or she will have made three statements about preferences that are inconsistent with each other. An important contribution of the AHP is that the donor can identify such inconsistencies by using an index developed by Saaty (1977 Saaty ( , 1980 . In this example, we first verify the consistency of the donor's pairwise comparisons by calculating the corresponding consistency index. Then, we estimate the relative importance weights of the evaluation criteria using the following equation:
where P is the pairwise comparison matrix, W is the right eigenvector of P, and λ max is the largest eigenvalue of P. For a detailed discussion of the eigenvalue method of estimating relative importance weights, we refer the reader to Saaty (1977 Saaty ( , 1980 . Table   3 Panel B presents the relative importance weights of the criteria for evaluating nonprofits as determined by the hypothetical donor. In this example, the donor considers commitment to mission as the most important criterion for assessing the quality of a nonprofit providing temporary shelter for the homeless with a weight of 46.28 percent.
This donor also sees sustainable community impact and administrative efficiency as the next two important criteria with relative importance weights of 29.51 percent and 10.81 percent, respectively.
We use the data made available to the Internal Revenue Service (IRS) in Form 990 to evaluate the financial and governance characteristics of nonprofits. As the hypothetical donor in our example focuses on nonprofits that provide temporary shelter for the homeless, we include fourteen randomly selected homeless shelters in our analysis.
Donors will prefer nonprofits with a high commitment to fulfill their mission.
Managers of nonprofits can show this commitment by allocating their revenues to program services as opposed to administration, other expenses or building an endowment. We believe that nonprofits will best exhibit their commitment to their mission in the long run, thus we define the following proxy for a nonprofit's commitment to mission:
Program Services CM . Total Revenues = Equation (2) Nonprofits must recruit, develop and retain talent, but at the same time, maintain their administration expenses low. Nonprofits with effective management will be able to spend less money in administration expenses and thus more in the programs they support.
Donors should prefer nonprofits with low administration expenses as a percentage of their total expenses. Empirically, Weisbrod and Dominguez (1986) , Greenlee and Brown (1999) and most recently Bowman (2006) , Tinkelman and Mankaney (2007) provide evidence that donors do respond to administrative expenses. 2 We use administration expenses as a proportion of total expenses as a proxy for administrative efficiency:
Administration Expenses AE . Total Expenses = Equation (3) As in the for profit sector, the board of directors of a nonprofit is the fiscally and legally responsible body for the organization, and plays a pivotal role in steering management to perform in line with the organizational mission and goals. One key factor for governance quality is the board's independence from management. Literature in finance and economics has measured board independence by using the ratio of officers to outsiders in the board. An independent board may be more likely to "fire" an inefficient CEO (Hermalin and Weisbach, 1988) or to help the firm make better decisions in case of merger and acquisitions, see for example Cotter, Shivdasani and Zenner (1997) and Byrd and Hickman (1992) . In the nonprofit sector, Callen, Klein and Tinkelman (2003) show a positive relationship between the presence of donors (outsiders) on the board and the nonprofit's performance. We expect that board members that are independent from the management team will be preferred by a donor and we define the following proxy as a measure of governance quality:
3 Outsiders on Board GQ Total Board Members = .
Equation (4) Nonprofits depend on their revenue generation to continue providing services.
Given the current trend by government to decrease spending in social programs, donors will be attracted to those nonprofits that can create income from internally generated activities. This is attractive to them because it generates leverage. For every dollar donated, the nonprofit generates an extra amount to increase social impact. Nonprofit literature has acknowledged the increased pressure of nonprofits to compete and behave more "business like" (see, for example, Dart, 2004 and Chetkovich and Frumkin, 2003) .
We subtract revenues from donors and government grants from total revenues to obtain internally generated revenues. We then define the following proxy as a measure of sustainability of a nonprofit's activities: 4 Internally Generated Revenues SA . Total Revenues = Equation (5) While we can not measure directly the impact a nonprofit has in society, we can measure an array of variables that should be correlated with social impact. We believe that a nonprofit that spends more of its revenue should have, ceteris paribus, a bigger impact. We also acknowledge that by spending most of their revenues nonprofits may be neglecting growth opportunities that could result in a greater future impact. For this reason, we propose that the ratio of total expenses to total revenue multiplied by the asset growth of a nonprofit as an indicator of its sustainable community impact:
Total Expenses SCI Asset Growth. Total Revenues
We present the results of these calculations in Table 4 . As is apparent in Panel A of Table 4 , homeless shelter Hopelink has a relatively high value of 0.9153 for the ratio of program services to total revenues. It also has a strong value of 9.1648 for the ratio of total expenses to total revenues times asset growth. Atlanta Union Mission Corp., however, demonstrates relatively low values of 0.5308 and 1.3604 for the ratio of program services to total revenues and the ratio of total expenses to total revenues times asset growth, respectively.
We transform the values of the proxies for evaluation criteria so that they fall into the interval ranging from 1 to 9, where the minimum value and the maximum value are transformed to 1 and 9, respectively. The proxies for which the donor requires smaller values are transformed so that the maximum value corresponds to 1 and the minimum value corresponds to 9. Next, we normalize the transformed values to obtain the relative strength weights of homeless shelters, which are presented in Panel B of Table 4 . We refer the reader to Weck, et al. (1997) and Yu, et al. (2000) for further examples of similar normalization methods in incorporating quantitative data to the AHP. As is apparent in Panel B of Table 4 , Hopelink has high relative strength weights of 8.75 percent and 21.84 percent for commitment to mission and sustainable community impact, respectively, which are the two most important criteria for the hypothetical donor. Also, the low values of the ratio of program services to total revenues and the ratio of total expenses to total revenues times asset growth for Atlanta Union Mission Corp. translate into low relative strength weights of 1.01 percent and 5.07 percent for commitment to mission and sustainable community impact, respectively.
After the relative importance of evaluation criteria and the strength of the homeless shelters under each criterion are determined, we combine them to determine the relative suitability of homeless shelters for the hypothetical donor in our example. The relative strength weights of homeless shelters under the evaluation criteria form a 14x5 matrix. Each row of the matrix represents a homeless shelter and each column represents a criterion. The relative importance weights of the evaluation criteria for the donor form a 5x1 vector. We multiply the relative strength matrix of homeless shelters by the relative importance vector of evaluation criteria to obtain a 14x1 vector, which reflects the relative suitability of homeless shelters for the donor. Table 5 shows the elements of this vector as well as the suitability rankings of homeless shelters.
In our example, the most important criterion for the hypothetical donor, who considers giving to a homeless shelter, is commitment to mission, followed by sustainable community impact and administrative efficiency. Hopelink is ranked first based on these criteria with a suitability weight of 11.51 percent. Sequola Community Intiatives Inc. scores a suitability weight of 10.54 percent and ranks second among the fourteen homeless shelters in our sample. Homeless shelters that rank very low in the list all have very low relative strength weights for commitment to mission, sustainable community impact, and administrative efficiency, which constitute the top three most important criteria for the hypothetical donor in our example. An important implication of the results is that the rankings we obtain reflect the relative importance of each evaluation criterion for a donor.
It should be noted that the decision hierarchy used in this paper is provided as an example to illustrate the AHP framework and it can be modified to fit a different selection problem for a different donor. The hierarchy can easily be changed to include more criteria for evaluating nonprofits as well as different measurement proxies. The actual implementation of the proposed AHP methodology in selecting a nonprofit can be accomplished by integrating it into an information repository on nonprofits. The potential donors and their advisors can access the repository through a questionnaire similar to the one in this paper, which is based on a set of evaluation criteria appropriate for the type of nonprofit they are considering to help. Then, using the information in the database, the AHP can rank the competing nonprofit alternatives based on their relative strength under each criteria.
The third phase of the proposed selection process involves identifying a specific nonprofit from the ranked short list of competing alternatives. At this phase, donors can evaluate the top nonprofits in the list further by inquiring specific information regarding their community impact. As they can now focus on a small number of alternatives that have already been screened with objective and quantitative data, donors can also use qualitative measures of community impact to make a final choice. For example, our hypothetical donor can make a selection from among Hopelink and Sequola Community Intiatives Inc., which are the top two ranked nonprofits in this case, using more direct criteria.
Summary
This study provides an analytic framework for selecting a nonprofit from among competing alternatives. Donors differ in their criteria for evaluating the performance of nonprofits. The methodology we use allows donors to incorporate their specific criteria to the selection of a nonprofit and ensures consistency in the selection process.
As the number of nonprofits and the amount of donations to them continue to increase significantly, donors can benefit from the availability of decision-making tools to help them in their evaluation of competing alternatives. The AHP methodology that we propose in this paper can be integrated into a database that contains information on various proxies for nonprofit performance measurement, and can serve as a decision aid for potential donors. We believe that a methodology that allows donors to identify the relative importance of performance criteria will stimulate further research on determining templates of proxies that are appropriate to measure the performance of different types of nonprofits. . Donor selects a nonprofit category that represents a specific cause for giving. Ranking nonprofits in the selected category:
. Donor meets with a consultant or financial advisor who helps establish the decision hierarchy to reduce the field of nonprofits in the category to a ranked short list.
. The consultant or financial advisor identifies the selection criteria.
. Donor fills in a questionnaire that includes pairwise comparisons of the selection criteria.
. The consultant or financial advisor checks for consistency of donor's pairwise comparisons of the selection criteria. If the comparisons contain inconsistencies, the consultant or financial advisor administers the questionnaire again to establish consistency in comparisons.
. Using the matrix of pairwise comparisons, a vector of weights of the selection criteria is calculated. This vector represents the preference of the donor regarding the relative importance of each criterion.
. The consultant or financial advisor uses a database to calculate the relative performance of the nonprofits in the selected category under each evaluation criterion.
. The nonprofits in the selected category are ranked using the relative strength matrix of the nonprofits and the relative importance vector of evaluation criteria.
. A short list of the nonprofits is prepared from the top ranked nonprofits in the selected category. Selecting a nonprofit from the ranked short list of nonprofits:
. Donor makes a specific selection by evaluating further the community impact of the nonprofits in the short list. Use a scale of 1-9, where 1 indicates both criteria are equally important and 9 indicates the one criterion is absolutely more important, to compare the relative importance of each criterion.
1.
Which is more important: commitment to mission or administrative efficiency?
Commitment to mission
Specify the relative importance using the following scale. 1 2 3 4 5 6 7 8 9 2. Which is more important: commitment to mission or governance quality?
Specify the relative importance using the following scale. 1 2 3 4 5
